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GUAM AND HAWAIL HOUSING AMENDMENT 


THURSDAY, FEBRUARY 5, 1953 


Untrep SrTares SENATE. 
SUBCOMMITTEE ON HLOUSING OF THI 
ComMMITTEE ON BANKING AND CURRENCY. 

Washington, D. ¢ 


The subcommittee met, pursuant to call, in roonr 301, Senate Office 
Building, at 4:05 p.m., Senator Wallace F. Bennett, presiding. 

Present: Senators Bennett and Beall. 

Senator Bennerr. Now, I think we might get started, and we will 
ask Mr. Kay to identify himself and give us his name and address 
for the record and tell us about his re lationship to the building and 
mortgage industry. 

I think the record should show that Mr. MeCulloch and Mr. Ives 
are here representing their respective Senators. Also, at this point, 
we will insert in the record a copy of Senate Joint Resolution 26. 

(The resolution referred to follows:) 


[S. J. Res. 26, 83d Cong., 1st sess.] 


JOINT RESOLUTION To extend certain authority of the Federal National Mortgag 
Association and the Federal Housing Administration to Guam and Hawaii 


Resolved by the Senate and House of Representatives of the United States of 


America in Congress assembled, That section 2 (b) of Public Law 52, Eighty 
first Congress, is hereby amended by inserting the figure *(1)” immediately prior 
to the words “may be offered to the Federal Mortgage Association” and by adding 
the following before the period at the end of section 2 (b): “, and (2) may be 
offered to the Federal National Mortgage Association for purchase if such loans 
are secured by property located in Guam or Hawaii and insured under any of 
the provisions of the National Housing Act, as amended.” 

Sec. 2. Section 214 of the National Housing Act, as amended, is hereby amended 
by inserting the words “or Hawaii” after the word “Guam” in each place where 
it appears therein. 


STATEMENT OF HAROLD T. KAY, HONOLULU, HAWAII 


Mr. Kay. My name is Harold T. Kay. I was born in Ogden, Utah, 
on May 22, 1896. Tama graduate of the University of Utah and the 
George Washington University Law School. I have taken a year’s 
post-graduate work at the Harvard Law School. I went to Honolulu 
in July of 1922 and I have resided there since that time. I have prac 
ticed law off and on in the Territory of Hawaii over a period of 1s 
years. I have also been engaged in business there, principally the 
sugar business—sugar agency business—and banking business. 

During my residence there I have been successively, first de sputy 
attorney general of the Territory for 5 years, have organized and be 

came judge of the first tax appeal court of the Territory, and I am a 
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member of the bar of all of the courts of the Territory, also of the 
District of Columbia and the Supreme Court of the United States. 
During my law practice I have represented a cross section of the 
business of the Territory, including building and loan companies, 
the Bank of Hawaii, trust companies, and various business houses. 

Senator Bennerr. At present are you connected with any institu- 
tion that would be involved in or might be involved in the issuance 
of FHA guaranteed loans / 

Mr. Kay. At the present time, I, together with my wife, am the 
largest single stockholder of the B: ink of Hi: awaii, and director of the 
Bank of Hawaii, which is one of the two largest banks in Hawaii. 

Senator Bennerr. May we interrupt at this point? ‘This is Sena- 
tor Beall of Maryland, a member of the committee. 

Mr. Kay. Over the last several years, I have had occasion to famil- 
iarize myself in a general way with FHA and its extension to Hawaii, 
and have had occasion to draw the attention of the directors of our 
bank—namely, the Bank of Hawaii—to FHA extension and the par- 
ticipation by that bank in the FHA program in the Territory. I have 

also discussed FHA application to the Territory with several of the 
building and loan people, including the State Building & Loan ancl 
the American Savings & Loan Cos. 

Senator Bennerr. Mr. Kay, has your bank been able to make loans 
under existing FHA limitations? 

Mr. Kay. Our bank has participated to a limited extent in the 
FHA field. I might preface my further comments by saying that 
| think that their participation has not been as extensive as I ‘would 
like to have seen it, and I would say that there is now under study 
by the bank a program looking toward a greater participation. 

Senator Bennetr. Do you know whether the present limitations on 
the size of FHA loans have acted to restrict your bank’s possible 
participation / 

Mr. Kay. If I may be permitted, I would like to elaborate a 
little bit on my answer in respect to that question. I have par- 
ticularly inquired why we didn’t have greater participation, and 
I have had these answers: That the interest rate is too low to 
compete with the orthodox mortgages that are available; that the 
larger banks have just about filled their portfolios to the extent 
permitted by Territorial and Federal law with mortgages at this 
time; that there is a fear held by one school of thought there that 
we are apt to overbuild in the housing field and come the next 
depression we might not be able to carry the additional load. I 
have explored and examined all those answers, and I don’t think 
that they are wholly sound, and that there is room for greater 
participation even by our larger banks. 

Senator Bennerr. Do you have any impression as to the rela- 
tive total cost of comparable dwellings on the islands and on the 
mainland, taking into account, of course, the differences in build- 
ing methods and necessary building types? 

Mr. Kay. Yes. I have given some study to the relative costs on 
the mainland and 1 Hawaii, and generally in Hawaii our costs 
are higher than ey average on the mainland. The reasons can be 
elborated upon if you would like me to do so. 

Senator Bennerr. Have you any impression as to the approxi- 
mate percentage by which they may be higher ? 
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Mr. Kay. I have heard relative figures given. I must qualify 
them by the sources. Generally, I would say that there is a higher 
cost factor for comparable buildings running from 10 percent to 30 
percent. My qualification, however, is this: That in a large volume 
of small houses built under one of these, shall I say, large FHA 
projects, either Government-supported or otherwise, privately 
financed, where there are a great many units, those costs can be 
reduced considerably. 

Now, our building situation there in Hawaii is this: We produce 
very little raw materials. We have to import all of our lumber, build- 
ing lumber, from the mainland, principally from the Pacific North- 
west and northern California. We also have to import practically 
all of our cement. v e have a local building brick called cinder brick, 
which is made out of voleanic ash and which has proven quite adap- 
table. It has helped in our material situation somewhat. Practically 
all of our house equipment comes from the mainland. We, of course, 
are confronted with these very high transportation costs that have 
been pyramiding on us since the war period to a large degree. That 
has created a very unstable situation in our housing picture. 

Now, our labor costs on the whole are less. 

Senator Bennerr. May I interrupt you! 

Mr. Kay. Certainly. 

Senator Bennetr. Before you get off the question of the cost of 
building materials, do you think the difference in the building prac- 
tices, such as those that require only one wall, one-sided wall rather, 
than a two-sided wall, and things of that kind ean offset to any extent 
the added cost of the materials that go into the building ? 

Mr. Kay. We have an advantage over most mainland building proj 
ects in that we have no heating plant in the average home. We have 
a single-wall construction for small dwellings, and even for the larger 
dwellings, and our houses are built mostly to open widely. In other 
words, we don’t have to have a house or a building that can stand up 
against all kinds of winter weather or changes in the extremes of hot 
and cold. We have a very equable climate. 

Senator BeNNnetTr. So to say it another way, the actual tonnage or 
quantity of building material and equipment going into a house is 
much less on the islands than it would be on the mainland? 

Mr. Kay. To a considerable extent it is less; yes, sir. 

Senator Bennerr. It might serve to offset some of this? 

Mr. Kay. That is one of the qualifying factors that is taken into 
consideration. I might say, however, that the mainland contraetors 
who have gone out there haven’t lear ned the art of saving on building 
costs like our local contractors, and as a consequence they have found 
it difficult to effect the savings that could be accomplished by using 
wholly local labor. 

Senator Bennetr. When I interrupted you, you were going to talk 
about the labor problem. 

Mr. Kay. Our labor problem, well, first permit me to extend my 
remarks regarding the skilled labor situation. As an average our 
skilled labor cost runs quite a bit less than skilled labor costs along 
the Pacific coast. We have used that argument or that type of pro- 
paganda to try to induce new industries to come down there, manu- 
facturing industries, because we feel that we have an advantage in 
that respect. However, we occupy the unique position of having only 
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one form of surface transportation, and most of our maritime unions 
are headed up by communistically inclined leaders or irresponsible 
types of leaders who capitalize upon our isolation or our dependence 
upon this one form of transportation. By a single strike they can tie 
up our whole community and all of our industrial processes. In the 
last 8 or 10 years we have had a most unfortunate experience in this 
matter of costs, building costs, because of the inability of contractors, 
material men, to get their supplies in from the mainland on time and 
according to schedule, with overhead going on and labor forces having 
io be carried. So they usually add to any ‘bid some allowance for that 
uncertainty in our, you might say, stability of continued operations. 

Senator Bennerr. Do you think that largely offsets the difference 
in the basic wages / 

Mr. Kay. I would say much more so. In faci, it is becoming so 
alarming that if it is allowed to continue, if we can’t find a solution 
for it, it will completely destroy our economy down there. 

Senator Bennerr. And it very definitely is now affecting the cost 
of home building? 

Mr. Kay. Very definitely, yes, sir. 

Senator Beautt. Mr. Chairman, may I ask a question 4 

Senator Bennerr. Certainly. 

Senator Brat. Just thinking about the cost of building—the cost 
of land enters into it. Is land expensive down there for building 
lots ¢ 

Mr. Kay. Our land situation is probably unique in the United 
States, and if the committee would like me to, I might give a little 
historical preface to that land situation. 

Senator Bennerr. That is what we hoped you would do. 

Mr. Kay. May I take a few minutes ¢ 

Senator Bennerr. Yes, describe it, please. 

Mr. Kay. Back in 1790-1801, 1802, and 1803, 1 of the chieftains on 
the island of Hawaii conquered the other islands in the Hawalian 
group, there being 5 major islands, and molded them into what later 
became the Kingdom of Hawaii. The first King was the conqueror 
known as ee the First. He established a pure feudal 
system; that is to say, all of the land being dominated, controlled, and 
owned by the ine 

Under the influence of the early missionaries who went over there 
from 1836 to 1850, and other people who migrated to the Hawaiian Is- 
lands from this country, the descendant of Kamehameha the First, 
namely Kamehameha the Third, and later his son, Kamehameha the 
Fourth, decided to divide up the land and established what was called 
the Grand Mahele. Now, under the Grand Mahele or Grand Divi- 
sion of Land, a land commission was set up to divide the land into 3 
parts, 1 part to be retained by the Crown, 1 part to be given to the 
chiefs and their families, and 1 part to be given to the common peo- 
le. 

Prior to that time the common people were allowed to live on what 
is known as the ahuapuaas, which were stretches of land that ran 
from the ridges down to the sea. With these rights ran the rights of 
tilling small farms and growing their taro and fishing in the oc ean, 
and after paying a tr ibute to the King, rights to go up into the moun- 
tains and pick bananas and fruits. U nder the Grand Mahele those 
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rights were preserved to the common people insofar as the land went 
and their rights to fish, and from that land commission flowed the 
awards of these small farms, the awards of the ahuapuaas, and the 
land was all divided up except that of which the titles were retained 
by the King. The latter were officially divided between the Crown 
and the state and the Kamehamehas as the royal family. All of 
those lands were officially recorded, grants issued, and our present 
modern land system dates from that time, ni imely, S55. 

Since that time we have had grafted onto our system the western 
appropriation system in respect to water, civil rights under the Span 
ish civil law, and the common law from our New England forebears. 
So that we have got quite a hodgepodge of land law. 

In the 1900’s, after we became a Territory, we adopted the land 
court system, under which anybody who couk ’ prove legal title either 
through adverse possession or back to these e arly grants would be 
given an insured land court title. 

In these grants to the chieftains, large areas were continued under 
the control of various chieftain families, and some of those estates 
have continued until today. 

Senator Bennerr. By estates you mean the estates of the chieftains’ 

Mr. Kay. That is right. 

The royal Kamehameha family through death and otherwise finally 
came down to Bernice Pauahi Bishop, the last of the Kamehamehas, 
who inherited all of the Kamehameha lands or the royal lands except 
those held by sovereign right in the state. She established those lands 
and created a trust, and transferred those lands to a trust known as 
the Bernice Pauahi Bishop trust. That trust was an educational 
philanthropic trust for the education of Hawatian children of not 
less than one-half Hawaiian blood. Today the largest private land 
owner in the Territory is the Bishop est: ite, which is administered by 
tive trustees appointed by the supreme court of the Territory. 

The next largest landholder is the Territory of Hawaii, and it 
has set up a program under which it sells very few lands. It has set 
aside part of its lands for use by Hawaiians under the Hawaiian 
Homes Administration, which was created by congressional statute 
back in 1921, I think, or 1922. 

I might add that the Territory makes a practice of leasing its lands 
us does the Bishop estate. 

The next largest landowner, or among the next larger landowners 
are the Campbell estate and the MacCandless estate, which also lease 
their lands rather than selling their lands. 

Senator Beat. You mean ground leases ? 

Mr. Kay. Ground leases; yes. 

Senator Beau. How long do they run? 

Mr. Kay. In the case of agricultural leases, they have been running 
up to 35 or 40 years. 

Senator Beaty. Don’t they have any 99-year leases? 

Mr. Kay. No; that has been a practice that has never extended 
itself to Hawaii. 

Senator Bratt. You don’t have any leases in perpetuity / 

Mr. Kay. None that I know of, sir. 

Senator Beart. May I ask you with particular respect to the city 
of Honolulu and the area immediately around it, are these big estates 
holders of important parts of the land? 
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Mr. Kay. Very large areas are owned by these estates. Another 
estate I forgot to mention was the Harold Castle estate. They like- 
wise make a practice of leasing land. Se that the lands available for 
home development in the Territory by the way of fee simple ownership 
are very limited. 

To me that has been a source of considerable regret, for the reason 
that I firmly believe that our best answer to communism and the 
growth of communism in the Terr itory is home ownership, and I par- 
ticularly believe that we should extend the availability of fee-simple 
lands to people to own their own homes and to operate small farms. 

Senator BenNnerr. Since we are concerned primarily with the ques- 
tion of FHA insurance of mortgages for the building of residences, 

can you give us some idea of how the cost of the leasehold for such a 
piece of property would enter into the cost of the building of a house? 

Mr. Kay. Yes. Under the present situation most lands now avail- 
able for home ownership are lands that have been made available by 
these large estates under a leasehold arrangement and these estates 
have adopted this practice in establishing the value of the leaseholds. 
They will take the market value of the land, tested by sales in the 
neighborhood and tax values, and will reduce the sales value by 40 
percent, to wit, to 60 percent base, and then they will take 5 percent 
of that as the annual rental. That is 5 percent of the 60 percent. 
That is the for m of determining rentals. 

Senator Bennerr. May I interrupt you. That becomes 3 percent 
a year of the 60 percent, and that becomes then 1.8 percent a year of 
their estimated full value of the land, if they first reduce it to 60 
percent and then take 3 percent. 

Mr. Kay. No. They first reduce it to 60 percent and then take 
5 percent. 

Senator Beauu. So it is 3? 

Mr. Kay. That is right. Three percent of the full so-called cash 
value or market value of the land. 

Then in these so-called leases, which FHA, I understand, has ap- 
yroved, have a 50 to 55-year basis—anything over 50 years—in these 

eases there is a provision for reappraisal of those rentals. For 
instance, in the Bishop estate, I understand there is a provision for 
reappraisal or redetermination at the end of 10 years and another at 
the end of 25 years. 

Now, there has been considerable talk about putting into those 
leases an option to buy, but so far those larger estates haven’t swung 
around to that. 

Now, shall I continue on just the fee-simple lands? 

Senator Bennett. Before you leave the leased lands, assume a 
typical building lot in Honolulu 100 or 200, or any other size that is 
proper. Can you give us some idea of what such a lot would be 
valued at so that we can arrive at the lease cost ? 

Mr. Kay. Within the proper city limits of Honolulu fee-simple 
land is quite scarce, and the present market value will run from, oh, 
an average from 75 cents to $1.50, depending upon the location. Now, 
there are choice locations. 

Senator Bennerr. I am sorry. Maybe I didn’t make myself clear. 
I am interested in building a house and I can’t find any fee- simple 
land, but want to lease land for a small residence. Can you give me 
an idea of the cost? 
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Mr. Kay. ] Was voOmng to elabornte on that. Now, the 
estate, which owns a lot of the land within the city limits, ha 
opened up some new areas. On the beach areas the current 


value runs around from Sl to $1.50 to & phey W ill take 


cent 

Senator Bennevr. That is per square foot, $1 to $2 per squ 
foot ¢ 

Mr. Kay. Yes. They will take 60 percent of that, and then charge 
arental of 5 percent, 

Senator Bennerr. Well, assuming a man wants to buy 20,000 
square feet, which is 100 by 200. They would value that at $1.50 
square foot, or S350,000. Take 60 pereent of that is S18.000, 
take 5 percent and your rental on that would be $3,600 a year. 

Mr. Kay. Well—— 

Senator Bennerr. I am sorry, $900 a year. 

Mr. Kay. Now, the present practice though is for the Bishop estate 
to divide this land into lots of from 5,000 to 7,500 feet. 

Senator BENNPET?T. | see: smaller lots 

Mr. Kay. Le S upkeep and les rental. The | 
over the last year or year and a half with contractors who have b 
build o houses on those lots runn ne from $9,000 to $12.00 


houses of approximately 1.000 to 1.100 floor feet, with 3 bedrooms 
and a kitchen and a combination cining room-livin 


tt 


Y room. 
Senator Bennerr. That is a 3-bedroom house, then, at approx 
mately S10 a square foot ? 
Vir. Kay. That is right. Or 


+} 0 


mn ? ( On 7 


} othe 


ttt ly CFC 


the size of the 
takine the S2 per nare foot 
and applvine your formula, we come out to an 


SOO), 


annual ground 


Mr IX y. It has been running around about 1 an 
would in that area run that, but in other areas it has 
at about S150 to S225. 

Senator Bennetr. Dollars per year ‘ 

Mr. Kay. That is right. 

Senator BENNETT. How cloes that enter into the FHA ouar: 
the mortgage ¢ 

Mr. Kay. As I understand it, with those leaseholds they ju 
that out. , 

Senator Bennerr. So all they are guaranteeing is the cost of the 
house, and they are not concerned with the land at all ? 

Mr. Kay. That is right. They add it on and then they deduct 
It washes itself out. 

Senator Bennerr. In appraising the land for the basis of the lease. 
do they appraise it on the basis of improved or unimproved value; 
do you know ? 

Mr. Kay. Improved. 

Senator Bennerr. After the house is on it. 

Mr. Kay. That is right. 
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1) 
house il 


Senator Bennerr. Now, do they include the value of the 
this $2-a-foot value? 

Mr. Kay. No. 

Senator Bennerr. Then they figure that it is worth $2 a foot after 
the house is on it. Is that the basis upon which it is appraised / 

Mr. Kay. Well, that is only in some choice areas. 

Senator Bennett. I realize I am taking the top figure that you 
gave us 

Mr. Kay. Because in some areas they have come down to, I would 
say, 75 cents or even 60 cents a square foot in their ultimate drop down. 

Senator Bennerr. So that FHA loans on leased lands just ignore 
the land ? 

Mr. Kay. That is right. 

Now, right in that connection may I add that one of the largest 
landowners out there is the Navy. The Navy expropriated many 
thousands of acres during the war period. They are not using a lot 
of that acreage at all now, which would be available for a lot of hous- 
ing either on a lease basis or making it available for fee simple. 

Senator Bennerr. Is the Navy land located close enough to town 
so that it could be effectively used for housing developments serving 
Honolulu / 

Mr. Kay. I had the occasion to handle some or, in fact, practically 
all of those expropriations for one of the sugar plantations which 
bordered Pearl Harbor, and they took the very valuable sugarcane 
lands and would only pay from $250 up to $450 or $500 an acre. Those 
lands today would have a value for residential purposes to pretty 
close to $40,000 an acre. They are accessible, and they are right in, 
you might say, the most desirable place for housing projects, because 
we are a small island only 65 by 35 miles, and we have just about ex- 
ploited or fully developed our growth out toward Koko Head and 
Diamond Head, and now we have got to go the other way. That is 
where these large Navy areas lie. 

Senator Bennerr. On the basis of Joans to land in fee simple, do 

[ undersiand from what you said earlier that the 1: ad itself would be 
aan $1.50 to $2 a foot, or let’s say from 75 cents to $2 a foot, and that 
would have to be included in the cost of the house which the FHA 
would guarantee / 

Mr. Kay. I would say for purposes of appraisal that the buyer of 
land would have to put in his value that he paid for it if he purchased 
it within a recent period. If he had purchased it at an earlier period, 
we find a considerable up-trend in land values there, then there would 
be an appraisal by the FHA appraisers, and they would appraise on 
the basis of sales within the neighborhood and take into considera- 
tion the growth factor in that particular area, and they would then 
put what they call a fair market value on it for purposes of loan. 

Senator Bennerr. You said at the beginning of your testimony, as 
[ remember it, that the banks out there are making a large number of 
normal or ordinary mortgages. Do they take these high values of the 
land into consideration and loan against those v alues / 

Mr. Kay. I would like to correct myself if I gave the impression 
that the banks presently are making a large number of so-called ortho- 
dox loans. They have almost stopped making them. They say they 
are filled up to the limit, 
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iator Bennerr. Well, in filling up, then, during the process by 

h they filled up, did then takes Vision what to us are extraordinarily 

i high values for land into consideration and value the land on that basis 
for the purpose of makine the loan? 

Mr. Kay. I would say that with the banks the policy is quite con 
servative, and that thes would take a value over a period of yea 
rather than the current value of the last 2 or 5 years, and that prob 

the average current wouldn’t exceed 75 percent and might not 
eed 60 percent for purposes of loans. 
Now, with the building and loan companies, they have a more liberal 
policy, and they will in some cases take the current market value, but 
not in eve ry case. A lot depends upon the neighborhood. 

Senator Bennerr. Will the banks make an orthodox loan on prop 
erty located on leased land 4 

Mr. Kay. They are reluctant to. That is one of the 
don’t like to go into the FH A-leased mortgage. 

Senator Bray. National banks can’t make those loans; can they / 

Mr. Kay. They have gotten an exception recently in the case of the 
Bishop Ni itional Bank, by reason of the FILA people making their 
exception to a loan or insure on leases of 50 years or more, but they 
are reluctant to handle that type of mortgage. 

Senator Bennerr. Are there any other questions, Senator, about 
the land problem ¢ 

Senator Beatn. Mr. Chairman, | was just wondering. I hate to be 
so dense on this, but I was just wondering about the loans. They a 
amortized for 25 years or 30 years ‘ 

Mr. Kay. The average amortization out there runs under FHA for 
20 to 25 years. 

Senator Beaui. And the land is leased for 35 years? 

Mr. Kay. The land is presently on the basis that these leases on 
land that the FHA is insuring are 50 years or more. 

Senator Bean. Then the owner has his loan all amortized and the 
house is his at the end of 25 years. Then he is living there and the 
house is his own. Then the lease becomes due. What happens to 
him then’ Does he have the right, if he can’t get together with the 
landowner, can he remove his house from the property, or is it written 
into the law, as in Maryland, that the improvements belong to the 
land 2 

Mr. Kay. There is a division there in practice under some of these 
leases where the lessee is permitted to remove any improvements that 
he has made upon the land. However under these FHA loans, as | 
understand it, the building reverts to the lessor, all improvements re- 
vert to the lessor. 


isons they 


re 


Senator Bennetr. Do you gentlemen have any questions you would 
like me to ask on this land problem ? 


Senator Beauty. I have to ask to be excused, if I may 

Senator Bennetr. We are almost through, Senator. 

Mr. McMurray. We might get into the volume of building that 
there is actually, and lending through the building and loan associa 
tions at the present time under'the current law. 

Senator Bennerr. I touched on that briefly at the beginning but 
[ would be happy to open it up again. Can you give us any ‘idea, 
Mr. Kay, as to the readiness with which FHA loans are handled under 


, Sir. 
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the current law’ Have you any idea about the volume of loans that 
are made? Of course, we can get the volume figure from the FHA. 
They can supply that information to us. Mr. Kay’s would be only 
a guess. 

Mr. Kay. J can ive you a rough estimate. Li may be ofl some, but 
I understand that there is presently a volume of around about $50 
million in FHA loans there, and that that $50 million represents about 
70 million of FHA insurance. Re cently, we have had quite a stimulus 
or quite an acceleration in building under the defense provisions of 
FHA and the critical-area provisions. 

As you know, there has been an expansion in our Kaneohe Airbase 
and in the Pearl Harbor oper: ations, and the Barber Point base, and 
that has led to a considerable increase in housing projects under these 
various titles of FHA. When all of these additional projects are 
added into this figure of 50 million. will be somewhat higher than 

| )million. It may be 20 or 30 million more on top of that 

Mr. MceCutrocn. Mr. Kay mentioned the $9,000 to $12,000 figure 

a kind of average on the cost of the house. Up to what point are 
those building costs for the most part covered by mortgage loans? | 
thought that we might find out to what extent the building and loan 
associations take mortgages. 

Mr. Kay. Well, do you mean under FHA ¢ 

Mr. McCunwuocn. That is right. 

Mr. Kay. As I understs _ it, right now most of that financing is 
being handled through mainland money furnished by insurance com- 


panies, and they are proceeding on a basis—that is, this leasehold— 
t] oceeding on the fine as | eeadhepstend it, of approximately 
> down and all of the rest nes loan. 

Senator Bennerr. They are not making FHA loans? They are 


mi aking d irect loans out tof their own resources ? 

Mr. Kay. They are using various agents down there to initiate 
them, yes. 

Senator Bennerr. Is the Federal Government guaranteeing them 
under FHA ? 

Mr. Kay. Yes. 

Senator Bennerr. They are? I misunderstood that. 

I have two more questions about the cost of housing, and there is 
another area I want to talk about briefly. In your opinion, is there 
2 serious hounbeg shortage now in the islands? 

Mr. Kay. In my opinion, there is a serious housing shortage. I 
have felt considerable concern over it for the reason that we have a 
fast increase in population and there is quite a yearning on the part 
of our people out there to own their own homes, even though on leased 
land. We have, as you know, a mixed population, but they have the 
inherent American love to own their own homes, and that is partic- 
ularly true among those of oriental origins. When these young peo- 
ple come along, they all want to own their own home. We had prac- 
tically no building during the war period, and since that time through 
strikes and so forth, building costs have materially increased and our 
building operations have been so interrupted that we just simply 
haven’t caught up with our population. 

Senator Bennerr. If the proposed change in the law goes into 
effect it will be possible to increase the mortgage limits under which 
FHA will guarantee loans by as much as 50 percent. Is that neces- 
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sary to solve the problem? You have testified that the ordinary 
house with 3 bedrooms and a thousand square feet of floorspace would 
sell for something like $10 a square foot or $10,000. The purpose of 
this law would be to make it possible to insure such a house for any- 
thing from $11,000 to $16,000, if I remember it. What is the limit 
on a 3-bedroom house? 

Mr. McMurray. It depends upon the type of section, which sec- 
tion you are operating under. If it is under section 903, which 
is a critical-area house, it would be up to $9,000 they could give a 
mortgage on and presumably a 50-percent increase would be—— 

Senator Bennett. $13,500. 

Mr. McMurray. And $8,100. That is in the high-cost areas. 

Senator Bennett. Is that section 3? 

Mr. McMorray. No. Section 2. 

Senator BeNnerr. Section 2. 

Mr. McMurray. That depends upon which section, but the regu- 
lar FHA program is 80 percent. Under some sections you can get as 
high as 95 percent on it first, and it would be 50 percent higher than 
the $7, 000 ceiling, which would be $10,500. You could get a 95-percent 
loan on $10,500. 

Mr. Kay. I would like to add this further fact in respect to that 
$10,000 house. ‘There aren’t very many of them. They run more 
around $12,000. 

Senator Bennetr. Now, if the limits were raised under the proposed 
legislation, you could use up to $13,500 for a house built in these 
developments. That is approximately what section 9 refers to, isn’t it 4 

Mr. McMorray. Approximately, I would say. 

Senator Bennert. That is right. An individual going in to get 
an FHA loan on his own home would go up to $10,500, and it is a 
95-percent loan. 

Mr. Murray. This is section 2 of section 3 B (2) d, which provides 
95 percent on the first $7,000, and then 1 am not certain whether it 
is 70 percent on the amount between that and $11,000. 

Senator Bennett. Let me ask the question this other way. Are the 
present FHA limits so low that they retard the building of homes in 
the islands? 

Mr. Kay. I have heard two schools of thought on that subject. 
Personally, I think there is some effect by the limitation in the amount 
that can be borrowed, not as great an effect, however, as this lower in- 
terest rate—that is the 414 percent. The other school of thought feels 
that this present loan maximum is sufficient for the reason that you 
don’t want to load the buyer or the homeowner with too much of 
a debt, at least that which is greater than he can reasonably take care 
of, and that there shouldn’t be any restriction or rather any limitation 
on, shall I say, reasonable building projects by the present loan 
limitations. 

I personally feel that, with our everrising costs out there, there 
should be a little more of a higher ceiling, because just recently we 
have been told that the Matson Navigation Co., which is our princi- 
pal transporter of building materials. and, in fact, of everything else 
we use out in the islands, is asking for another increase in rates in 
order to meet the recent increase in wages that they granted to its 
people, and that when that hits us, why, it could be that the present 
loan limits will be too tight. 
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Senator Bennerr. I just wanted to clear this one point up. The 
point was raised in our discussion the other day that utility costs were 
unusually high in Hawaii. 

Mr. Kay. In answer to that question, and I understand you are re- 
ferring to electricity and gas 

Senator Bennerr. And the sewerage and the water problem. 

Mr. Kay. And the sewerage and water. It is true that the latter 
two, the sewerage and water costs, are high. The reason for that is 
that we nave to import all of our pipe, and there is a very stiff im- 
provement code out there, which requires, according to some of our 
people, considerably greater cost in improving an area than what we 
should be subjected to. With respect to, as 1 say, the sewerage and 
the water costs, it is true that those costs are unusually high. With 
respect to the gas and the electric installations, the original costs are 
high, but the ordinary fuel itself, supplied daily, bears a reasonable 
relationship to the over-all of the cities on the mainland. 

Senator Benner. Have you had any comment among your people 
out there about F H A red tape, the cost of making and s servicing an 
FHA loan ? 

Mr. Kay. I am trying to think how IJ should answer that. In all 
fairness to the FHA office out there, I find them very cooperative. I 
confess, however, that I haven’t had many contacts with them. 

Senator Bennetr. We weren't thinking in terms of administration, 
but in terms of the regulations that require a series of inspections and 
reports, and soon. Is that a deterrent to the lending of money? Do 
banks hesitate to make FHA loans because of the red tape of making 
the loan being expensive / 

Mr. Kay. Well, there is some expense. it is true. I must further 
confess that in the case of the banks, I think there is probably more 
red tape in connection with them than there is with the Government 
agencies. 

Senator Bennerr. You have been in the islands for a good many 
years. Before the FHA law was passed, were the banks able to sup- 
ply adequate finances to keep the building industry up to date or equal 
to the growth in the population, or has F HA been needed ? 

Mr. Kay. No, sir; they haven’t, and I again plead vulnerability 
there. I have been working toward trying to improve their attitudes. 
I think it is coming gradually. I thmk FHA has rendered a great 
service out there. I don’t think it has been able to accomplish as 
much as it could if it had more cooperation from our leading finan- 
cial institutions. Now, I make a reservation with respect to the build- 
ing and loan companies. They have done a wonderful job. They 
have really loaned right up to the hilt, and in some cases probably 
more than they should have. I think we have got a situation out 
there where we are a very fast-growing community in the housing 
field. ‘There has been talk that we shouldn't overbuild. I concede 
that point with respect to commercial property. I think we have 
reached the saturation point at the moment in the amount of commer- 
cial property, but I don’t think so in honsing. 

Senator Bennerr. Now, Mr. McCulloch, do you have some ques- 
tions that you would like to ask? 

Mr. McCutsocn. There are a couple, the answers to which are 
probably quite obvious. 
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In giving the comparable building costs and indicating the average 
of about 10 to 30 percent higher building costs on housing, did you 
compare costs of similar building construction or similar building 
areas / 

Mr. Kay. Similar building area, and after making allowance for 
the fact, as I say, that we have no heating plant in the average house, 
single-wall construction, and also I should add this factor giv h is 
important—I don’t think that our housing in the low-cost. br: sean 
lias as lasting qualities in some respects as double-walled housing 
built on the mainland, the stronger construction to resist extremes of 
weather. In our favor, however, we have a more equable climate and 
inaybe that balances out. 

Mr. McCu.tocu. All I was trying to do was to make sure what you 
were comparing. It is clear that you are comparing really the cost 
of a single-wall house with the cost of : 1 comparable house with 
double wall, that has neating facilities that are required on the ania 
land and are not required in Hawaii, and still the Hawaiian figure 
is 10 to 30 percent more. 

Sentor Bennerr. I didn’t understand that. We have been told 
that the average cost of that single-walled type house is something 
around $10 or $11 afoot. Isn’t that about right ¢ 

Mr. Kay. That is right. 

Mr. McMurray. Which compares to the cost of the double 

Senator Bennetrr. Which compares closely to the cost of the double 
walled house in this country, almost identical. 

Mr. McCutiocn. At another point in his statement he used the 
other figure. I wanted to square the two. 

Senator Bennerr. That is my interest in it, too. 

Mr. Kay. Yes; 1 get your question. My answer to Senator Bennett's 
question is predic ated on what large building contractors have told me 
in estimating their costs in building on some of these large housing 
projects under the defense housing. 

Senator Bennerr. Then may I interrupt and suggest that I have 
the impression at this point that maybe this 10 to 50 percent more is 
involved in the risks involved in the building than in the actual cost 
of building the home. 

Mr. Kay. That is right. 

Senator Bennerr. The man who sets out to build his own home with 
a local contractor and an assured supply of material, could build 
it for 

Mr. Kay. Knowing local conditions, he could do a better job. 

Mr. McCutiocu. Another point in connection with the land devel 
opment is this. Is there a good deal of this building going on on the 
fee-simple lands that you have described, this home building ¢ 

Mr. Kay. Not in large volume. We have some fee-simple land being 
opened up, but not anywhere near sufficient to take care of the exist 
ing needs. That has prompted the Bishop estate and one or two of 
these other estates, for instance, the Damon estate and the Queen Emma 
estate, to make available some of their lands under this leasehold ar 
rangement in large areas so that there would be a larger number of 
houses in the low-cost bracket made available. We are reac hing what 
you might call the law of diminishing returns in the amount of avail 
ability of fee- simple land, unless we can get the owners of these large 
estates, the Territory, and the Navy to open up areas held by them. 
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Mr. McCutiocu. Are there other areas at somewhat greater dis- 
tance which by good transportation might be available for home 
building that are not controlled by the owners you just mentioned ? 
1 should add to become available at a somewhat lower cost. 

Mr. Kay. On the island of Oahu my answer would be “No” in re- 
spect to any large areas. On the outside islands my answer - would be 
“Yes.” There is much more land available on the outside islands, but, 
of course, again we have the question of ocean transportation. We 
have been frozen out of all ocean transportation between the islands 
by these high union wage rates that have been imposed upon the local 
steamship company, which has gone out of business. 

Mr. McCuixocn. I read the transcript of the testimony the other 
day. Some suggestions were made about the possibility of leveling 
off some of the rather mountainous areas, on the one hand, or filling 
in some of the areas along the water's edge, to create additional home- 
sites. Is there a practic al and economical w ay of doing that to create 
available homesites now as an alternative to these lands that seem to 
be so dear and the leaseholds that are not too numerous ? 

Mr. Kay. I would say the filling in of beach areas has just about 
reached its saturation point. That has been exhausted up to this time 
where profitable to the operator and the owner of these beach areas 
Considerable of that has been done over the last 8 years. I would say 
with respect to leveling off high mountainous areas, that there is a 
very definite restric tion there, in that the mountain areas have been 
by law put under the control of the Board of Forestry for the purpose 
of reforestation. At one time in our history we were practically 
denuded of all trees, sandlewood particularly, by the early Hawai- 
ians cutting those trees down for their own use, or in the case of 
sandlewood, exnorting thé sandlewood to Chin» for trade vurnoses: 
that is, selling the sandlewood to our clippers and our own ships plying 
between this country and China. 

Mr. McCutxocn. If the Territorial government recognized the 
housing need as clearly, or felt it as clearly as you do, there might be 
some possibility of freeing some of that land, however, for this use 
close enough to be available to the work places and the defense areas 
where men are stationed ? 

Mr. Kay. I would answer yes. I don’t want to be unfair to the 
Territorial government, though. I also think that in respect to our 
sugar industry, that we have got a great area for home development 
and small farm development there. About a third of our sugar areas 
today are not economically productive because of these high wages 
and transportation costs which the industry has to pay, and the fact 
that it has no control over the price of its sugar product which it sells. 
In those cases I think that those unprofitable plantation areas, ae 
cipally the so-called nonirrigated areas, operating in the wet area 
that they could make those lands available on a so-called central sys- 
tem basis, where the sugar companies would simply operate the factory 
and sell the land to the small farmers, and they in turn would sell 
their cane they would raise to the central factory, such as the beet 
industry program out in the West. I think that we have got areas of 
development that we haven’t developed yet. 

Mr. McCuttocu. And those might be close enough to be practicable 
to meet the defense housing need you have discussed ? 
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Mr. Kay. I would say so. 

Mr. McCuttocu. How are those lands owned at the present time / 

Mr. Kay. Well, 4 years ago most of the lands had been taken over 
by the Army and Navy, and the lands that were leased from the 
Territory had been cut up to small farms and made available in house 
lots to people. That has been a relief. Over on the other side of the 
island some of those lands could be made available presently owned 
by the ¢ Campbell estate and some of the lands owned by the Mormon 
Church. Those lands could be made available. Then in the case of 
the Kahuku Sugar Co., they have some lands that are not economically 
productive that could be made available, and those lands are leased to 
the Kahuku Sugar Co. by various estates, the Damon estate, the 
Campbell estate, the O. R. L.—that is, the Oahu Railroad Co. and 
the ‘Territory. That is on the island of Oahu. 

In the outside islands, in the wet area alone the Hilo-Hamohua 
coast, there are several plantations there that are not breaking even, 
and they could very profitably turn into the central system. 

Mr. McCutiocu. With your knowledge of the values of the land, 
is it your feeling the lands which you have just described might be- 
come available at a lower cost than the high figures that you have 
previously mentioned ¢ 

Mr. Kay. Oh, yes. The lands being used for agriculture where 
not situated close to a city or close to populated areas naturally would 
carry a much lower market value than the figures we have been talk- 
ing about ; that is, around 75 cents to $1.50 to $2 a square foot. 

Mr. McCutzrocw. Would you hazard a guess as to what the footage 
or acreage V value might be of those lands? 

Mr. Kay. I would say that in most cases that in the nonirrigated 
areas, the wet areas, that those lands could be sold by their present 
owners at from $300 to $700 an acre, and with the farming operations 
continued on a small farm basis they would come out all right. 1 
think the stockholders would be ahead. 

Senator Bennerr. Of course, that raises the question, are those 
lands so situated that they could be used for homes for people who 
may be working in the cities! Are they near enough to the cities so 
that they could be so used 4 

Mr. Kay. There rises one of our difficulties with this whole situa- 
tion. The great increase in population has come on the island of 
Oahu. Asa matter of fact, the *y have brought in people from the out- 
side islands, and practically all of our defense projects and our de- 
fense workers and service people are wholly limited to the island of 
Oahu. There is a little on the island of Maui, but very little. 

Senator Bennerr. So our real problem from the point of view of 
FHA is on the island of Oahu? 

Mr. Kay. Yes, sir. 

Senator Bennerr. Are there private lands on the islands of Oahu 
close enough to central points like Honolulu and Pearl Harbor that 
could be developed for residential purposes without requiring the 
people to travel too far to work ? 

Mr. Kay. Oh, yes, plenty. 

Mr. McMurray. At what cost? 

Mr. Kay. There you come back to the land tenure again. Frankly, 
I think you woul strike gold if you went after the Navy. 
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Senator Bennerr. Have you any more questions, Mr. McCulloch ? 

Mr. McCuinocu. Rising out of the testimony again, there was 
some—I won't say confusion, but not clear distinction between the 
live Estates and the Big Five sugar companies. I thought that it 
might help to get the record clear if you would indicate whether there 
was any identity or overlapping of interest between the estates whose 
land ownership you have described and the so-called Big Five com. 
panies, which are heavily interested in these sugar plant ations and 
other economic developments of the Islands? 

Mr. Kay. There has been considerable confusion in the use of the 
term “Big Five.” In some cases it has been a matter of Big Five 
families, and in the other cases Big Five sugar agencies, and in other 
cases just Big Five. If I may be permitted to elaborate again, there 
are 5 sugar agencies which act as agents for 25 out of the present 26 
sugar plantations operating in the Te rritory. They also act as agents 
for several pineapple companies oper ating in the Territory. Those 
sugar agencies operate not only as agents but they also are substantial 
holders of stock in most of those sugar and pineapple companies. In 
some cases they own control and in other cases they own strong minor- 
ity interest. Now, altogether the sugar industry operates about a 
quarter of a million acres of land in the Territory. 

Senator Bennerr. May I interrupt at this point to suggest to Mr. 
McCulloch that since our problem is obviously on the island of Oahu, 
it might be well to limit the answer to reference to the island of Oahu, 
rather than the whole Territory, because our primary interest is the 
question of getting housing on the island of Oahu. 

With respect to his question, are there any lands on the island of 
Oahu that are controlled by the Big Five companies—you have indi- 

cated they are controlled by the estates largely, or that is the impres- 
sion I have out of the testimony, and yet 

Mr. Kay. If I may be permitted to elaborate just a little and I will 
come back then to Oahu. These 26 sugar plantations operate, as I 
say, practically a quarter of a million acres, or a quarter of the so- 
called presently utilizable land of the Territory. Now, of that land 
they lease approximately 150,000 acres. They own less than 100,000 
in their own right; that is, these sugar plantations. There : are 16,000 
stockholders of those 26 sugar plantations. These companies prin- 
cipally lease from major estates like the Bishop estate, the Campbell 
estate, the lii estate, the McCandless estate, the Austin estate, Queen 
Emma estate, and the Queen Liliokalani estate, and then a whole flock 
of small owners. We have a total utilizable area of land throughout 
the Territory in excess of a million acres. The Territory owns about 
a quarter of a million of those acres. It is one of the largest land- 
owners. The Bishop estate owns or controls about, oh I would say, 
about 20 to 25 percent. Then these other estates in lessening per- 
centages own, I would say, another 20 percent, and then the remain- 
ing lands are held by many, many people. 

Now, that’applies to the whole Territory. You will see from that 
that no five families own all of the land or anywhere near all of the 
land, or any part of the land practically in large amounts. Practically 
all of the big holdings are these estates, the Territor y, the Navy, and 

various individual owners. 

Then we come to the island of Oahu. There we have many thou- 
sands of small landowners, but we have 6 or 7 large landowners—the 
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Bishop estate, the Territory of Hawaii, the Navy, the United States 
Government, the McCandless estate, the Iii estate, the Mendonca es 
tate, and the Mormon Church has several thousand acres. ‘The Catho 
lic Church has quite a substantial area. @ 

Now, the amount of fee-simple land there, or practically all fee 
simple land, is owned by thousands of individu: a owners other than 
this land owned by these major landowners. So with your problem 
on the island of Oahu it goes directly into the acreage owned by these 
large landowners. 

Senator Bennetr. Which are the estates rather than the so-called 
Big Five companies. 

Mr. McCutiocn. Are the estates heavily interested in the com 
panies ¢ 

Mr. Kay. There are 2 of those agencies that have leases operating 
3 or 4 or 5 sugar and pineaple plantations on that island, so they 
enter the picture as lessees. 

Senator Bennetr. But not as owners. 

Mr. Kay. Not as owners. 

Mr. McCutiocn. Are the estates heavily interested in the sugar 
companies, so that there is that form of stock ¢ 

Mr. Kay. No; most of these estates have been very smart. They 
have leased their lands under leases that pay them a very handsome 
rental, and not only a base rental but a gross proceeds rental, and 
they don’t pour any of it back into stock investments in their leases. 

Mr. McCuntocn. I have one more question that I would like to 
ask. In view of the building boom which you have described as 
going on now, have you any feeling that this would in any way be 
stopped if the proposed increase in the mortg age limits is not passed, 
or do you merely feel that it would be stimulated and increased by an 
increase in the limits ¢ 

Mr. Kay. My personal opinion is that an increase would not affect 
the situation materially out there at the moment, but it might when 
these additional higher freight rates are imposed. 

Mr. McCuttocu. That leads me to the other thing I wanted to ask, 
and this is related to another issue before the Senate. We had hoped 
that the Communist domination which has characterized some of the 
unions of transport services and occupations had been considerably 
lessened in recent years and that as we move into the consideration of 
the question of statehood, I am sure we all very deeply hold that hope, 
as I know you must yourself. At the same time your remarks about its 
continuation and the fact you felt the situation was almost getting 
worse is a little disturbing. At least that is a matter of considerable 
interest. It seems somewhat at variance with the optimistic— 

Senator Bennerr. I wonder if that should go into this particular 
record. 

Mr. McCut.ocu. It is only relevant as it affects costs, and the fact 
that someone else has an opinion that it is being reduced. 

Mr. Kay. I can answer that question, I think, very adequately. 
Our Communist situation, of course, has been a very grave one from 
the standpoint of its control over our life line, transportation lifeline. 
I have been an advocate and strong supporter of statehood for the 
full 30 years I have been in Hawaii. I feel that we can meet the 
Communist threat and without any question of doubt we can solve it. 

29071—53—pt. 2——-2 
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We can solve the transportation problem under the new administra- 
tion. I had my fears and doubts before, and for over 2 years in work- 
ing for the election of November 4, I have studied how best we could 
bring about a solution of this particular situation. I think we can 
reach a solution under the @adership of President Eisenhower. 

Senator Brennetr. That may somewhat reduce that. 

Mr. Kay. That would greatly reduce it and permit us to go on to 
our great destiny. 

Senator Bennett. I think that is a good point to leave this discus- 
sion, unless you have something, Mr. Ives. 

Mr. Ives. I have nothing more. 

Senator Bennerr. This has been a wonderful excursion into Ha- 
waiian history and land tenure. I believe we have a much clearer 
picture of the problem than we had before. We appreciate your 
coming very much. 

(Whereupon, at 5:30 p. m., the subeommittee adjourned.) 





